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REPORT TO TfIE CONGRESS 

The Federal Deposit Insurance 
Corporation’s Financial Disclosure 
Regulations Should Be Improved 

The close relationship between the Federal 
Deposit Insurance Corporation and the 
banking industry requires the Corporation to 
have an effective financial disclosure system 
for its employees. The Corporation has estab- 
lished several disciosure systems to prevent 
and detect employee conflicts of interest. 
What should be done? 

--Administration of these systems should 
be coordinated in one office. 

--Other Corporation employees shou Id 
be required to file disclosure state- 
ments. 

--Other actions should be taken to im- 
prove the system. 
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To the President of the Senate and the 
Speaker of the fiouse of Representatives 

Rxecutive Order 11222 prescribes standards of ethical 
conduct for Government officials and directs the Civil Serv- 
ice Commission to establish guidelines for agency financial 
disclosure systems. This report discusses the Federal De- 
posit Insurance Corporation’s financial disblosure system. 

We made this review pursuant to requests fror Benjanin S. 
Rosenthal, Chairman, Subcommittee on Commerce, Consumer, and 
Monetary Affairs of the Rouse Committee on Government Opera- 
tions, and from Representative John E. Hess. 

As requested, we did not obtain formal agency comments. 
Instead we discussed the report with agency officials re- 
sponsible for the system. Theif comments are included in 
the report. 

Copies of this report are being sent to the Chairman, 
Federal Deposit Insurance Corporation, and Members of Con- 
gress. 

SEtA? 
Comptroller General 
of the United States 
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COWTROLLER GENERAL'S 
REPORT TO TBE CONGRESS 

TBB PBDERAL DEPOSIT INSURANCE 
CORPORATION'S EBPLOYEB FINANCIAL 
DISCLOSURB REGULATIONS SHOULD 
SE IHPRCVBD 

The Federal Deposit fnsurance Corporation in- 
sures depositors8 accounts in member State 
and national banks of the Federal Reserve 
System. It supervises over 8,000 other State 
banks. m maintain public confidence in its 
operations, the Corporation's emp?ayees should 
adhere to the highest et'rical standards. 

GAO recommends that the Chairman of the Cor- 
poration improve the effectiveness o.? the fi- 
nancial disclosure systems by: 

--Coordinating administration of the three W 
financial disclosure reporting systems in 
the office of the ethics counselor-who 
is the Assistant to the Chairma? of the 
Board of Directors. 

-Requiring employees in bank examiner posi- 
tions (GS-11 and above) to file annual fi- 
nancial disclosure statements. 

--Developing specific criteria for determin- 
ing which other employees should file state- 
ments and app1yit.g these criteria to all 
positions. 

-Developing specific regulations for restrict- 
ing loans from State banks which the Corpora- 
tion examines, and affiliates of those banks, 
for employees in policy and decisionmaking 
positions, especially positions other than 
examiners involved in the bank examination 
and supervision process. 

--Seeking Civil Service Commission approval 
to revise the Corporation's annual finan- 
cial disclosure form to include additional 
data on employee loans, bank credit cards, 
and other bank related financial interests. 

Tarr ufm nmova~. the mpolf i covm c!ata should k notad herron. FPCD-77-49 



. . 

- -- --- - 

--Developing procedures to collect financial 
disclosure statements from employees enter- 
ing positions which require them. 

--Reviewing questionable interests identified 
in this report to determine whether action 
is. necessary to prevent possible conflict 
of interest. (See pp. 14 and 15. ) 

The Corprjration required 89 of its 3,400 em- 
ployees to file annual disclosure statements 
with the Corporation’s ethica counselor. EOW- 
ever, the Corporation has not developed spe- 
cific criteria stating which employees should 
be required to file. Dver 1,000 other employ- 
ees in the Corporation’s Bank Supervision, 
U9al I and Liquidation Divisions have respon- 
sibilities affecting the banking industry. 
These people should be recluired to file state- 
ments. (See p. 5.) 

The Corporation’s criteria for determining con- 
flicts of interest need to be expanded. The 
law prohibits bank examiners and assistant 
bank examiners from accepting loans or gra- 
tuities from banks they examine. Corporation 
policy states that examiners may not have 
loans with State banks, or their affiliates, 
which the Corporation regularly examines. 
(See p. 7.) I 

A review of 86 financial disclosure statement3 
filed in 1976 showed that 7 Corporation off i- 
cials who were not bank examiners or assist- 
ant bank examiners had interests, mainly loans, 
of the type prohibited for examiners. However, 
these seven officials have duties which greatly 
affect the banking industry. (See p. 12.) 

The Corporation’s financial disclosure form 
should be revised to disclose data needed to 
enforce statutory and agency prohibitions. 
More information is needed concerning mortgage 
and other loans, bank credit cards, and bank- 
related interests, such as debentures, notes, 
and other capital items. Procedures for col- 
lecting and reviewing statements also need 
improvement. (See p. 7.) 

ii 
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Besides the annual financial disclosure 
statement filed by certain employees, the 
corporation reguires bank examiners and 
assistant bank examiners to report certain 
loans to regional offices where they work. 
Employee ownership of stock in any Corpora- 
tion-insured banks must be reported directly 
to the Board of Directors. To strengthen 
administration of the disclosure systems, 
provide uniform guidance to employees and 
consistency in the review and judgments 
made concerning employee interests, all 
Corporation reportrng reguireaents should 
be coordinated in the office of the 
eth its counsel. (See p. 10.) 

GAO discussed the report with the Assistant 
to the Chairman of the Corporation’s Board 
of Directors and with the Assistant to 
the Director, who have responsibility for 
the disclosure system. They agreed with 
GAO recommendations, except that they 
believe requiring bank examiners to file 
annual disclosure statements would create 
an unnecessary volume of paperwork and 
that current statutory prohibitions and Cor- 
poration .regulations are strong enough to 
deter any possible conflicts of interest. 

GAO believes the responsibilities of the 
bank examiner positions are sensitive, 
and their actions or lack of action 
could have an economic impact on the 
banking industry. The examiners or mem- 
bers of their family could have interests 
which would affect their duties, and their 
financial interests should annually be 
disclosed to and reviewed by the Corpora- 
tion. (See pp. 15 and 16.) 
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CHAPTER1 

INTRODUCTION 

i 

0 

The Federal Deposit Insurance Corporation (FDIC) was 
crezted by section 1213 of the Banking Act of 1933 as amended 
in 1950 and renamed the Federal Deporit Insurance Act (12 
U.S.C. 1811). FDIC was established to pronmte and preserve 
public confidence in banks and to protect the lpbney supply 
through provision of insurance coverage for bank deposits. 
The acjency is responsible , with the Pederal Reserve System 
and the dffice of the Comptroller of the Currertcp, for Federal 
bank supervision and regulation. 

FDIC is adruinistcrsd by a three-member Roard of Directors 
appointe.2 by the President , consisting of a Chairmen, the 
incumbent Comptroller of the Currency, and another Director. 
Among its functions an.1 powers, FDIC 

--insures bank accounts of individual and business 
depositors up to $40,000 and local, State, and Federal 
Government accounts up to $100,000 in all insured banks; 

--acts as receiver for all national banks uhich fail and 
for State banks which fail when State authorities 
appoint the Corporation to this role; and 

--examines the operations of State-chartered banks which 
are not members of the Federal Reserve System and issues 
cease-and-desist orders to such banks which engage in 
unsound practices, suspends or removes bank personnel 
responsible for such conditions, and terminates the 
insured status of banks which persist in unsound 
practices. 

FDIC does not operate on congressionally appropriated 
funds. Its income comes from assessments on deposits held by 
insured banks and from interest on required investments of rts 
surplus funds in Government securities. 

FDIC bank examiners are located in 14 regional offices 
throughout the country. The agency periodically examines each 
FDIC-insured bank not belonging to the Federal Reserve System 
and assesses the risk of insuring its deposits. Recauee FDIC 
employees are continuously involved with officials of more than 
8,000 State banks, it is essential that the agency maintain 
the hiQhest ethical standards. 

i I 
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SCOPE OF REVIEW 

Our review was conducted at FDIC headquarters, Washington, 
D.C.; pursuant to request8 from the Chairman, Subcommittee on 
Commerce, consumer, and Monetary Affairs, House Committee on 
Government Operations, and front Representative John E. Moss. 
We were asked to determine whether. 

--all required financial disclosure statements were 
promptly and properly filed, 

--financial disclosure stat&e&s were adequately 
reviewed, and 

--persons in positions not currently filing financial 
disclosure statements should be required to file. 

Our review was limited to the financial disclosure reporting 
system for full-time employees. 

We reviewed all financial interests reported by 86 FDIC 
employees on statements filed as of September 19_76. We also 
reviewed statements of FDIC's Board of Directors filed directly 
with the Civil Service Commission (CSC). We did not contact 
any employees concerning their financial holdings or their 
actual responsibilities. The confidentiality of these state- 
ments was always maintained. Our working papers do not contain 
employee names, but do show codes which are traceable to 
those names. Lists of employees and our code were returned 
to FDIC at the completion of our audit. 

We also reviewed 77 position descriptions for professional 
level employees from FDIC's Legal, Bank Supentision, and Bank 
Liquidation Divisions, whose incumbents presently do not file 
disclosure statements, to determine if they should be filing. 

This is the second in a series of three reports on the 
financial disclosure systems of the Federal banking regulatory 
agencies. Our first f-port; =.r)ncerninq the Office of the 
Comptroller of the Currency, was issued March 23, 1977. We 
are also reviewing and will prepare a report on the financial 
disclosure system of the Board of Governors of the Federal 
Reserve System. 

2 



FINANCIAL DISCLOSURE REQUIREMENTS AND 

AGENCY PROEZBITIONS 

Executive Order 11222, dated May 8, 1965, prescribed 
standards of ethical conduct for Government officers and 
empZ:vees. 
regulkions. 

CSC was directed by the order tq establish 
In November 1965, the Commission issued 

instructions requiring egch agency to prep&e *,mployes conduct 
standards and establish a system for reviewing employee 
financial disclosure statements. Standards of conduct 
regulations established by each agency must be approved by the 
Conrmission. 

The Commission requires each top agency official to obtain 
statements of outside employme& and financial interests from: 

--Employees paid at the- Executive Schedule level in 
Subchapter II of chapter 53 of title 5, United States 

.Code. 

--Rmployees classified at GS-13 or above, who are in 
decisionmaking positions 31: have duties which could 
involve conflict-of-interest situations. Included are 
positions involving decisions or actions which have an 
economic impact on any non-Federal enterprise. 

--Employees classified below GS-13 in positions meeting 
the above criteria. An agency must obtain CSC approval 
to require such employees to file. 

I Interests of a spouse, minor child, or other member (blood 

I 
relation) of an employee's immediate household are considered 
to be those of the employee. 

/ FDIC regulations governing employee responsibilities and 
conduct (12 CFR 336, April 14', 1966) established the agency's 
financial disclosure system and specified which personnel 
should file annual statements. The Assistant to the Chairman 
of the Board of Directors was designated ethics counselor for 
guidance regarding statutes and regulations affecting employee 
responsibility and conduct. The ethics counselor is also 
responsible for collecting and reviewing annual disclosure 
statements and for resolving any conflict or appearance of 
conflict of interest. Remedial action for a conflict of 
interest may include, but is not limited to, divestment of 
the interest, changes in the employee's assigned duties, dis- 
qualification from a particular assignment, or disciplinary 

. 
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action. If a conflict cannot be resolved by the ethics 
counselor, the matter is referred to the Chairsan of the 
Board of Directors. 

PROHIBITIONS AFFECTING FDIC EMPLOYEES 

It is unlawful for an officer, director, or employee of 
any member bank of the Federal Reserve System, or one that 
has deposits insured by FDIC, to make a loan to any Government 
examiner "who examines or has authority to examine such a 
bank" (18 U.S.C 212). A bank examiner or assistant bank 
examiner is prohibited-by 18 U.S.C. 213 from accepting a loan 
or gratuity from any bank, corporation, association, or 
organization examined by him or from any person connected 
therewith. A 1973 FDIC policy statement states that examiners 
and assistant examiners may have loans with national banks and 
State banks belonging to the Federal Reserve System, but not 
with State banks which the agency regularly examines. Prior 
to 1973, FDIC examiners could not borrow from any FDIC-insured 
bank. 

New examiners mustreport loan holdirgs when they are _-. 
hired. After they ha+gstarted work, examiners may not bor-- 
row from State banks examined by FDIC or affiliates of those 
banks, and must report all loans they db3a.n later-f&u 
State member or national banks. 

Members of FDIC's Board of Directors may not own stock 
in any insured bank (12 U.S.C. 1812). In addition, agency 
regulations state that no employee may directly or indirectly 
own or control stock in an insured bank without written 
disclosure of interest to the Board of Directors and obtaining 
their approval. The regulations allow employees to keep 
indirect interest.in insured banks through ownership of shares 
in widely held mutual funds which do not sgecialize in any 
particular industry. I 

-.- 
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CHAPTER3 

IMPROVED POLICIES Arm PROCEDUHES ARE HEEDED 

FDIC16 financial disclosure regulation6 generally 
followerl Civil Service Commission regulation&. Rowever, the 
system8s policies and procddures could e improved by 

--including rpedfic crl*eiid forXentif*iii@ positions 
whose incumbents should file financial disclosure 
sk¶tements, 

--improving guidelines for determining conflic& of 
interest, 

--obtaining more financial information on the disclosure 
form to enforce statutory prohibitions and agency 
regulations, and 

--improving procedures for collecting and reviewing 
statements. 

MORE EMPLOYEES SHOULD FILE 
THAHcmHRENTL Y REQUIReD 

FDIC regulations generally provide that employee6 classi- 
fiti at GS-13 and above be required to file financial dis- 
closure statements if they are responsible for taking action 
regarding 

--contracting or procurement, 

--administering or monitoring grants or subsidies, 

I --regulating or auditing private or other non-Federal 
enteqrise, or 

--other activities where the decision or action has an 
economic impact on the interests of non-Federal 
enterprise. 

- -- -- --_. 
The disclosure requirements basically restate CSC guide- 

lines and FDIC has not added to them or specifically tailored 
them to their regulatory responsibilities. The regulations 
require only Division or office heads and their assistants: 
Board of Directors' advisers or assistants: and regional 
office directors, assistant directors and counsels to file a 
financial disclosure statement and update it annually as of 
June 30. 

Currently FDIC requires 89 of its 3,400 employees to file 
annual financial disclosure statements. To determine the 
adequacy of FDIC's criteria for identifying who should file 
financial-disclosure statements, we reviewed position ~ 

5 
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descriptions of 77 profetroional level jobs, both above and 
below GS-13, which currently do not require statements. 
These positions were in FDIC's Bank Supervision, Legal, and 
Bank'Liquidation Divisions and account for about 2,000 of 
the agency's employees. 

We believe 1,050 inourabents in 37 of these 77 positions 
should be filing financial disclosure statements. Additional 
employees include 961 field bank examiners, 46 headquarters 
and field review bank examiners and other bank supervision 
employees, 26 headquarters and field bank liquidators; and 17 
headquarters' attorneys. Except for the field bank examiners 
at grades GS-11 and GS-12, all the positions were GS*13 and 
above. 

Field bank examiners at the 68-12 level and above super- 
vise bank examinations, while GS-11 examiners may be examiners- 
in-charge or may assist higher level examiners when working 
at large banks. 

Review examiners in the field and at the headquarters 
offices are also directly involved in bank supervision. These _ 
employees review and evaluate examination reports and may 
prepare memoranda recommending FXC action on applications 
for deposit insurance, merger proposals, or other:situations 
which require the agency's consent. In the field they also 
negotiate with officials of banks, State authorities, and 
others regarding various bank problems. Attorneys in FDIC's 
Legal Division also have responsibilities related to super- 
vising insured banks. 

Headquarters and field liquidators and some attorneys 
control and dispose of bank assets which FDIC acquires in its 
role as receiver of closed banks or through assistance . 
agreements with financially troubled banks. FDIC also employs 
persons in unclassified positions to liquidate the assets of 
closed banks. Since some of these individuals earn pay compar- 
able to GS-13 and may have similar job responsibilities, they 
should also be filing disclosure statements. 

Because of FDIC's bank supervision and insurance respon- 
sibilities, many employees may be in positions which may 
present a conflict of interest. These employees may have 
limited supervision and wide latitude for independent judgment 
and decisionmaking in pezfoming their duties. 

FDIC should develop criteria for all positions to assure 
disclosure statements are required from all employees who 
influence FDIC policy or bank supervisory decisions or who 
maintain and dispose of assets belonging to the agency. The 
criteria FDIC develops should apply to all positions, regard- 
less of grade level. 

6 , 
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GUIDELINES FOR DETERMINING 
CONFLICTS OF INTEREST 

Consistent with Executive Order 11222, FDIC regulations 
provide that employees may not have direct or indirect finan- 
cial interests that conflict substantially, or appear to 
conflict substantially, with their duties and responsibilities. . 
Although employees have recei.ved some guidance on allowable 
financial interests, we believe FDIC should further supplement 
these regulations. 

i 

FDIC has not defined potential conflicts which mz.y exist - 
when employees, other th= examiners , accept loans from banks 
FDIC regularly examines, nor has it developed criteria con- 
cerning the ownership of bank-related financial interests. 
Also, guidelines concerning the acquisition of bank stocks 
have not been written for employees. 

_ Expanding loan restrictions 

The restriction on loans f&m State banks which FDIC 
examines, or affiliates of those banks, applies only to 
examiners although other personnel have duties and responsi- 
bilities which influence FDIC policy and bank supervision 
functions. For example, regional counsels advise on legal 
matters concerning examinations and attend meetings with bank 
officials but may accept loans from FDIC-supervised banks. 
Likewise, mhmbers of the Board of Directors, their assistants, 
and headquarters attorneys may borrow from State banks or 
their affiliates which FDIC examines despite their policy- 
setting or regulatory responsibilities. 

The FDIC interpretation is consistent-with 18 U.S.C. 212 
and 213, which prohibits loans to examiners. However, we 
believe FDIC should regulate loans from State banks which it 
examines, and affiliates of those banks, for other wloyees 
whose duties may involve conflict of interest. For example 

I the Office of the Comptroller of.the Currency extended the 
provisions of 18 U.S.C. 212 and 213 to include all personnel 
involved in decisionmaking or policy-setting. 

FDIC's disclosure form does not require employees to list 
mortgage loans on personal residences, loans for household or 
living expenses, or bank credit card use. We believe such 

d infom!tion is needed to enforce statutory prohibitions and 
a- further protect against possiblti conflict of interest. Since 

including these items would increase disclosure requirements, 
CSC must approve any changes in the form. 

7 

,-. IC .5 -. . 



Bank-related interests 

FDIC regulations require employee6 to report stock '*- . 
holdings in an FDIC-insured bank to the. ageacyts Doam of 
Directors. However, the regulathons ds not require disc&mare 
of bank debentures, notes, and other-capital item6 in such 
banks or bank holding companies. Such interest8 nray also 
present potential conflict of interest problem. 

FDIC's regulations should provide criteria for ownership i 
of all bank-related financial interer,ts and should rquire 
these interests to be reported, at a minimum, by employees 
required to file annual financial disclosure statements. 

In addition, an agency official said employees could 
retain inherited stock or stock held before their employmnt 
but may not purchase bank stock while employed at PDIC, 
Agency regulations, however, contain no restriction on hrm to 
acquire bank stock. FDIC should clarify its regulations so . 
that employees are aware of the policy on acquiring bank stock. 

PROCRDIJRRS POR COLLECTING 
AND REVIEWING STATEMENTS- 

FDIC collection of 1976 annual disclosure statements wzs 
generally timely, but five of the nine individuals reguired 
to file initially in 1976 failed to do so until they had 
served in their positions between 2 and 5 months. FDIC reg- 
ulations require newly appoi.nLed employees in positions 
requiring disclosure statements to file them no later than 
30 days after entering on duty. 

A staff member reiponsible for administering PDIC's 
finaxial disclosure system said the ethics counselor is some- 
times not told when persons are appointed to psitions reguir& 
ing disclosure statements. As a result, some individuals 
holding conf1ictir.g interests may not file a stateamznt until 
the next requested annual uplate from all eligible persons. 

The FXC ethics c"' -,nselor questioned several items on 
employees' 1976 disclosure statements but did not follow up 
on other items although insufficient information had been 
provided. In several-cases the person filing provided incom- 
plete names of holdings, and in other cases did not identify 
the business activities of mall, local companies listed as 
financial interests. Also, two persons reported owning or 
controlling trust funds but did not identify the contents of 
the funds. At our reguest, the ethics counselor obtained 
more information about scune of these holdings and determined 
that node constituted conflicting interests. 

8 



The rtateaent reviemr rhmld also have questkmd any 
indirect relatimmhips employees may have had with banks 
because of holdings in which they had a controlling or 
subrtantial interest.- For-example, amall companies listed ae 
financial interests 6r th&,fawland interests reported by 
sevem employaesmy~have had- -lo+Wfran State banks exmined 
by FDIC or affiligtea of those bank6 which might have appeared _ 
ae a conflict of interest. By obtaining complete infozamtion 
onreportedholdinge, FDICcould assure amme thomue annual 
financial disclosure review. 

9 
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$iAPTER4 

FINANCIAL DISCLOSURE REPORTING REQUIREMENTS 

SHOULD BE COORDINATEDINti OFFICE 

FDIC has established three separate financial disclosure 
reporting systems for its employees. Bankexaminersand 
assistant bank examiners must report certain loans to the 
regional office in which they are employed. Employee owner- 
ship of stock in FDIC-insured banks must be reported directly 
to the Board of Directors. The annual financial disclosure 
statements required of certain employees by Executive Order 
11222 are filed with the ethics counselor, the Assistant to 
the Chairman of the Board of Directors. 

REPORTING BANK LOANS 

FDIC bank examiners and assistant bank examiners may not 
borrow from State banks examined by FDIC,: or affiliated of 
those banks. They may accept loans from State banks not 
examined by FDIC, national banks, or district banks provided 
the bank is not affiliated with an insured bank which is - 
subject to FDIC examination. However, such loans must be 
reported to the regional office in which the examiner is 
employed. New examiners must report any loans they hold at 
the time they are hired. 

Since 1970, 181 employees from three FDIC regional offices 
reported 280 loans. Nearly all the loans were reported by 
newly hired examiners who had acquired them prior to working 
for FDIC. Eighty-one of the loans reported by new employees 
were with State banks,examined by FDIC, buf. none of the loans 
reported after the hirings were with these banks. Wnerally, 
examiners are restricted from examining a bank to which they 
were indebted and were given the option of repaying the loans 
according to the existing payment schedule or refinancing 
them at banks not f.ubject to FDIC examination. 

REPORTING STOCK INTERESTS I! 
FDIC-INSURED RANKS 

FDIC employees may not own, directly or indirectly, or 
control the ownership of stock in an FDIC-insured bank without 
full written disclosure to the Board of Directors and their 
approval. The regulations allow employees indirect interest 
in insured banks through ownership of shares in wit5ely held 
mutual funds which are not specialized in any particular 
industry. 

10 
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Since 1970, 56 FDIC employees reported owning stock in 
69 banks or bank holding ccmpanies. Nearly all of the 
employees were allowed to keep their stock and were told that 
they would not be involved in any examination or decision 
concerning banks in which they had an interest. The remaining 
employees disposed cf the zepcrted6tock. 

Fifty-two of the 56 persons reporting ownership in banks 
or bank holding compaufes were employees in FDIC's Bank Super- 
vision Division. At least half the 56 employees were GS-9 or 
belowatthetiue they reportedthe stock. Onlytwopersons 
were in positions requiring financial disclosure statements 
in 1976. Both individuals disposed of their stock after ..- 
reporting it to the Board of Directors. Although approximately 
half the stock was in State banks examined by FDIC, few persons 
held large percentages of a particular bank's stock. In one 
instance, however, an examiner owned 13 percent of the stock 
for a bank regularly examined by FDIC. The bank, however, was 
located outside the region in which the examiner was employed. 

!Co strengthen administration of the-various disclosure 
systems and to provide uniform guidance to employees, the 
reporting requirements for all ssployees should be coordinated 
in the office of the ethics counselor. This action would 
maintain consistency in the review and in judgments made and 
actions taken on employee financial interests. One office 
would be aware of all loans, stock interests, and other 
financial interests employees mu6t report. This could also 
lessen difficulties employees may have when promoted from a 
position requiring reports only on loans or stocks to one 
requiring an annual disciosure statement under Executive 
Order 11222. 

11 
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.cHAPTER 5 

REVIEW OF EHPLCYEES' FINANCIAL 

DISCLOSURE STATEMENTS 

In 1976 FDIC required 89 of its 3,400 employees to file 
annual financial disclosure statements. Wcreviewed only 86 
employee statements since 3 were filed after the close of 
our review.. We also reviewed disclosure statements of the 
three members of the agency's Board of Directors which were 
filed with the Civil Service Commission. 

Our review of these statements disclosed that seven FDX! 
officials had reported financirl interests which may be 
questionable in light of their duties. 

--Two regional office counsels had loans with State banks 
which are examined by FDIC in their regions, and one 
also had a loan from a national bank affiliated with an 
FDIC-examined bank in his region. One was a business 
loan to a company in which the regional counsel was both 
stockholder and president. Regional counsels assist 
field examiners in interpreting laws, rules, and regula- 
tions and may also attend meetings with b:mk personnel. 

--Three headquarters attorneys who advise on legal matters 
pertaining to bank examinations and supervision had 
four loans-- two with State banks examined by FDIC, and 
two with affiliates of FDIC-examined banks. 

--One headquarters' attsmey, who advises on legal matters 
concerning bank examinations and supervision and on 
applications for deposit insurance, owned debentures in 
a bank-holding company which controlled 11 FDIC-examined 
banks. 

--A member of the Board of Directors had a loan with a 
national bank affiliated with a State bank examined by 
FDIC. 

None of these financial interests appeared to violate any 
statutory prohibitions. Current restrictions on bank loans to 
FDIC employees apply only to bank examiner and assistant 
examiner positions, who are prohibited from borrowing from 

.State banks examined by FDIC, and their affiliates. However, 
as discussed in chapter 3, we believe FDIC should develop 
specific policies concerning loans from State banks which it 
examines, and their affiliates, for other employees who haw: 
duties which could place them in conflict of interest situations. 
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FDIC will review the rpecific came we have qitetitiond 
and take any action necesmry to prevent potential conflict8 
of intererrt.. Concerning the bank loan of the member of the 
Board of Directors, FDIC stated that the member wzm a formr 
president of the bank, and that in the past he had Disqualified 
himmE. from acting on an FDf% matter concerning the bank and 
would ,continue to do 80. 

. 
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CONCLUSIONS, REC OMMEBDATIOHS, ANDAGENCYC- 

As a supervisor of over 8,000 banks, FDIC must inmare 
that its employees maintain the highest ethical standards. 
This requires an effective financial disclosure system which 
readily identifies and resolves employee conflicts of interest. 
While FDIC has taken many steps in developing its financial 
disclosure system, certain actions should be taken to nrake it 
more sensitive to the agency's mission. 

&iny FDIC employees such as bank examiners, review examin- 
ers, attorneys, liquidators , andothers are in vital positions 
which affect the banking industry, but they are not required 
to-file annual financial disclosure statements. 
employees have - -r MiUl~OftttEtSe 

duties which are as Sensitive as those of 
bank examiners but are not subject to the strict regulations 
concerning loans from EDIC-examined banks. 1 . 

The annual financial disclosure statement filed by FDIC 
employees is insufficient to guard adeguately against potestial 
cc?flicts of interest. More data concerning loans, other bank- 
rel.,ted interests, and employee credit cards is needed. FDIC 
also should improve its procedures for collecting statements 
from employees who are reguired to file for the first time aud 
for reviewing these statements. 

Besides the annual financial disclosure statements which 
certain agency employees must file with the ethics counsel, 
FDIC regulations direct bank examiners and assistant bank 
examiners to report certain loan transactions to their regional 
office. All employees must report stock interest in E'DIC- 
insured banks to the agency's Board of Directors. If these 
reporting systems are to be consistent and supplement each 
other, they should be coordinated in the office of the ethics 
counsel. 

RECOMMENDATIONS 

To improve the financial disclosure systems, we recoorebd 
that the Chairman, FDIC: 

--Coordinate administration of the three financial 
disclosure reporting systems in the office of the ethics 
counselor who is the Assistant to the Chairman of the 
Board of Directors. 

14 
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--Require employees in bank examiner positions (GS-11 
and above) to file annual financial disclosure state- 
ments. 

--Develop specific criteria for determining which other 
employees should file statements and apply these 
criteria to all positions. 

--Develop specific regulations for restricting loans from 
State banks which FDIC examines, and affiliates of 
those banks, for employees in policy and decisionmaking 
positions, especially positions other than examiner 
involved in the bank examination and supervision. 

--Seek CSC approval to revise FDIC's annual financial 
disclosure form to include additional data on employee 
loans, bank credit cards, and other bank related 
financial interests. 

--Develop procedures to collect financial disclosure 
statements from employees entering positions which 
require them. 

--Review questionable interests identified in this report 
to determine whether action is necessary to prevent 
possible conflict of interest. 

AGENCY COMMENTS 

We discussed our findings and recommendations with the 
Assistant to the Chairman, FDIC Board of Directors, and the 
Assistant to the Director, who are responsible for the finan- 
cial disclosure system. They concurred with our kindirgs, 
except that they do not believe employees in bank examiner 
positions should file annual financial disclosure statements. 

FDIC will carefully review the specific questionable 
interests we identified to determine whether action must be 
taken on individual interests. FDIC will also consider 
developing policies on loan restrictions for employees other 
than bank examiners. FDIC officials are also very concerned 
that more data should be disclosed on the financial disclosure 
form and will revise it to collect such data necessary to 
enforce agency regulations. 

FDIC agrees with our recommendation to develop specific 
criteria for determining which other employees should file 
statements. They also intend to require disclosure statements 
from many other employees, including liquidators and attorneys. 
However, FDIC does not believe employees in bank examiner 
positions (GS-11 and above) should file annual disclosures of 

Q 
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interests. They feel public interests are protected by 18 
U.S.C. 212 and 2i3 and FDIC's regulations concerding owner- 
ship of stock in an FDIC-insured bank. They said that rarely 
is a GS-11 examiner in charge of a bank examination. FDIC 
believes that the paperwork volume resulting from requiring 
all bank examiners to file will be disproportionate to any 
conflict of interest which may occur. 

We believe that bank examiner responsibilities at all 
grade levels are sensitive, and their actions or inaction 
could have an economic impact on the banking industry. Under 
FDIC's regulations, these positions may have duties which would 
require them to file statements, but many of these positions 
are below GS-13. While the statutory prohibitions of 18 U.S.C. 
212 and 213 and FDIC's regulations concerning ownership of 
stock in an E'DIC-insured bank are strong, we believe that other 
interests such as property, ownership of small businesses, 
and other employment by the employee, his spouse, or other 
members of the employee's immediate household may conflict, or 
appear to conflict, with his duties. We believe these types 
of financial interests should be disclosed annually to the 
agency for its review. 

Requiring statements from hundreds of bank examiners may 
create more work in obtaining and reviewing statements, but 
the system could be decentralized, with the bank examiner's 
regional office performing the first review of the statement. 
Filing dates might also be staggered so that all statements 
would not be filed during the same time period. 

FDIC officials have agreed to develop procedures to 
collect financial disclosure statements from employees enter- 
ing positions which require such statements. They also agreed 
to coordinate the reporting requirements of the various 
disclosure systems in on'e office to control and administer 
these systems more effectively. 

16 



_-. 
1 

--- 

I i 
APPENDIX I APPENDIX I 

REPORTS ISSUED ON AGENCIES 

FINANCIALDISCLOSURESYSTEMS 

AQency 
Federal Power Commission 

i 

KS. Geological Survey 

Civil Aeronautics Board 

I 

Federal Maritime Commission 

U.S. Railway Association 

Department of the Interior 

Food and Drug Administration 

U.S. Geological Survey 

Report title, number, 
and xssue date 

Need for Improving the Regula- 
tion of the Natural Gas IndW- 
try and Management of Internal 
Operations, R-180228, g/13/74. 

Bffitctiveness of the Financial 
Disclosure System for Employees 
of the U.S. GeoWgiczl Survay, 
FPCD-75-131, 3/3/75. 

Effectiveness of the Financial 
Disclosure System dor Civil 
Aeronautics Board Employees 
Needs Improvements, FPCD-76-6, 
g/16/75. 

Improvements Needed in the 
Federal Maritime Commission's 
Financial Disclosure System 
for Employees, FPCD-76-16, 
M/22/75. 

Improvements Needed in Procure- 
ment and Financial Disclosure 
Activities of the U.S. Railway 
Association, RED-76-41, 11/f/75. 

Department of the Interior Im- 
proves Its Financial Disclosure 
System for Employees, FPCD-7% 
167, 12/2/75. 

Financial Disclosure System for 
Employees 6f the Food and Drug 
Administration Needs Tighten- 
ing, FPCD-76-21, l/19/76. 

Letter report to Congressman 
John Moss on U.S; Geological 
Survey Employees' Divestiture, 
FPCD-76-37, 2/2/76. 
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Asency 
Inter-American Foundation 

Federal'Aviatiou 
Administration 

Department of Commerce 

Small Business Administration 

Export-mrt Bank 

Federal Communications 
Commission 

Tennessee Valley Authority 

Food and Drug Administration 

Energy F&search and 
Development AdminiStratiOn 

Beport title, number, 
and issue date 

Inter-American Foundaticm's 
Financial Disclosure System for 
Employees and Its Procurement 
Practices, ID-76-69, 6/30/76. 

Problems With the Financial 
Disclosure System, Federal 
Aviation Administration, 
FPCD-76-50, 8/a/76. 

Problems Found in the Financial 
Disclosure System for Depart- 
ment of Commerce Employees,' 
FPCD-76-55, 8/10/76. 

Management Control Functions 
of the Small Business Adminis- 
tration--%mprovements Are 
Needed, GGD-76-74, 8/23/76. 

Export-Import Bank's Fiuancidl 
Disclosure System for gmployees 
and Its Procurement Practice, 
ID-76-81, 10/a/76. 

Actions Needed To Improve the 
Federal Commmications Commis- 
sion Financial Disclosure Sys- 
tem, FPCD-76-51, 12/21/76. 

Tennessee Valley Authority: 
Information on Certain Con- 
tracting and Personnel -age- 
merit Activities, CEO-77-4, 
12/29/76. 

The Food aud DrugAdmiuistra- 
tion's Financial Disclosure 
System for Special Government 
E$lployees: Progress and Prob- 
lems, FPCD-76-99, l/24/77. 

An Improved Financial Disclo- 
sure System, FPCD-77-14, . 
l/26/77. 

I - 
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z!sEY 

Department of Agriculture 

The White House 
i 
i 

Office of the ccmptro11er 
of the Currency 

APPENDIXI 

Beport title, number, 
and irrue date 

Financial Disclomre System 
for DepaHmentof AQriculture 
Employee8 med8 streagthening, 
FPCD-77-17, l/32/77. -_- . . . . . 
Action Needed*ToMeke the 
Executive Branch Financial 
Disclosure System Bffective, 
PPCD-7743, 2/28/77. 

Financial Disclosure Systems 
in Banking Regulatory Agencies, 
PPCD-77-29, 3/23/77. 
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APPENDIX SI AFFEHDu[ II 

PRINCIPAL OFFICIALS OF THE FEDERAL 

DEPOSfT INSDRANCE CORPORATION 

Tenure of Office 
Frau 'PO 

CEAIRMAN,BOARDOF DfRECTORS: 
Robert E. Barnett 
Frank Wille 

; 
DIRECTOR: 

George A. LeMaistre 
Vacant 
Irvine H. Sprague 

COMPTROI,IZROF THE CURRENCY: 
Robert Bloom (acting) 
James E. Smith 
Justin Watson (acting) 
William B. Camp 

Mar. 1976 
Mar. 1970 

Aug. 1976 
Feb. 1973 
Sept.- 

Aug. 1976 
July 1973 
Mar. 1973 
Nov. 1966 

Present 
Mar. 1976 

Present 
Aug. 1976 
Feb. 1973 

Present 
July 1976 
July 1973 
Mar. 1973 
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